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(i) [Reserved]
(j) Statements and schedules for subsidi-

aries. The statement of gross income
and deductions and the schedules re-
quired by the instructions on the re-
turn shall be prepared and filed in co-
lumnar form so that the details of the
items of gross income, deductions, and
credits for each member may be read-
ily audited. Such statements and
schedules shall include in columnar
form a reconciliation of surplus for
each corporation, and a reconciliation
of consolidated surplus. Consolidated
balance sheets as of the beginning and
close of the taxable year of the group,
taken from the books of the members,
shall accompany the consolidated re-
turn and shall be prepared in a form
similar to that required for reconcili-
ation of surplus.

(k) Cross–reference. See § 1.338(h)(10)–
1(d)(7) for special rules regarding filing
consolidated returns when a section
338(h)(10) election is made for a target
acquired from a selling consolidated
group.

[T.D. 6894, 31 FR 11794, Sept. 8, 1966, as
amended by T.D. 7016, 34 FR 15556, Oct. 7,
1969; T.D. 7024, 35 FR 2774, Feb. 10, 1970; T.D.
7244, 37 FR 28897, Dec. 30, 1972; T.D. 7246, 38
FR 766, Jan. 4, 1973; T.D. 8438, 57 FR 44333,
Sept. 25, 1992; T.D. 8515, 59 FR 2984, Jan. 20,
1994; T.D. 8560, 59 FR 41675, 41700, Aug. 15,
1994; T.D. 8858, 65 FR 1237, Jan. 7, 2000; 66 FR
9929, Feb. 13, 2001]

§ 1.1502–76 Taxable year of members of
group.

(a) Taxable year of members of group—
(1) Change to parent’s taxable year. The
consolidated return of a group must be
filed on the basis of the common par-
ent’s taxable year, and each subsidiary
must adopt the common parent’s an-
nual accounting period for the first
consolidated return year for which the
subsidiary’s income is includible in the
consolidated return. If any member is
on a 52–53-week taxable year, the rule
of the preceding sentence shall, with
the advance consent of the Commis-
sioner, be deemed satisfied if the tax-
able years of all members of the group
end within the same 7-day period. Any
request for such consent shall be filed
with the Commissioner of Internal
Revenue, Washington, DC 20224, not
later than the 30th day before the due
date (not including extensions of time)

for the filing of the consolidated re-
turn.

(2) Includible insurance company as
member of group. If an includible insur-
ance company required by section 843
to file its return on the basis of a cal-
endar year is a member of the group
and if the common parent of such
group files its return on the basis of a
fiscal year, then the first consolidated
return which includes the income of
such insurance company may be filed
on the basis of the common parent’s
fiscal year, provided, however, that if
such insurance company is a member
of the group on the last day of the com-
mon parent’s taxable year, all members
other than such insurance company
change to a calendar year or to a 52–53-
week taxable year ending within a 7-
day period which includes December 31,
effective immediately after the close of
the common parent’s taxable year. If
any member changes to a 52–53-week
taxable year, the advance consent of
the Commissioner shall be obtained in
accordance with subparagraph (1) of
this paragraph.

(b) Items included in the consolidated
return—(1) General rules—(i) In general.
A consolidated return must include the
common parent’s items of income,
gain, deduction, loss, and credit for the
entire consolidated return year, and
each subsidiary’s items for the portion
of the year for which it is a member. If
the consolidated return includes the
items of a corporation for only a por-
tion of its tax year determined without
taking this section into account, items
for the portion of the year not included
in the consolidated return must be in-
cluded in a separate return (including
the consolidated return of another
group). The rules of this paragraph (b)
must be applied to prevent the duplica-
tion or elimination of the corporation’s
items.

(ii) The day a corporation becomes or
ceases to be a member—(A) End of the day
rule. (1) In general. If a corporation (S),
other than one described in paragraph
(b)(1)(ii)(A)(2) of this section, becomes
or ceases to be a member during a con-
solidated return year, it becomes or
ceases to be a member at the end of the
day on which its status as a member
changes, and its tax year ends for all
Federal income tax purposes at the end
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of that day. Appropriate adjustments
must be made if another provision of
the Internal Revenue Code or the regu-
lations thereunder contemplates the
event occurring before or after S’s
change in status. For example, S’s
items restored under § 1.1502–13 imme-
diately before it becomes a nonmember
are taken into account in determining
the basis of S’s stock under § 1.1502–32.
On the other hand, if a section 338(g)
election is made in connection with S
becoming a member, the deemed asset
sale under that section takes place be-
fore S becomes a member. See § 1.338–
10(a)(5) (deemed sale excluded from
purchasing corporation’s consolidated
return.)

(2) Special rule for former S corpora-
tions. If S becomes a member in a
transaction other than in a qualified
stock purchase for which an election
under section 338(g) is made, and imme-
diately before becoming a member an
election under section 1362(a) was in ef-
fect, then S will become a member at
the beginning of the day the termi-
nation of its S corporation election is
effective. S’s tax year ends for all Fed-
eral income tax purposes at the end of
the preceding day. This paragraph
(b)(1)(ii)(A)(2) applies to transactions
occurring after November 10, 1999.

(B) Next day rule. If, on the day of S’s
change in status as a member, a trans-
action occurs that is properly allocable
to the portion of S’s day after the
event resulting in the change, S and all
persons related to S under section
267(b) immediately after the event
must treat the transaction for all Fed-
eral income tax purposes as occurring
at the beginning of the following day.
A determination as to whether a trans-
action is properly allocable to the por-
tion of S’s day after the event will be
respected if it is reasonable and con-
sistently applied by all affected per-
sons. In determining whether an allo-
cation is reasonable, the following fac-
tors are among those to be consid-
ered—

(1) Whether income, gain, deduction,
loss, and credit are allocated inconsist-
ently (e.g., to maximize a seller’s stock
basis adjustments under § 1.1502–32);

(2) If the item is from a transaction
with respect to S stock, whether it re-
flects ownership of the stock before or

after the event (e.g., if a member trans-
fers encumbered land to nonmember S
in exchange for additional S stock in a
transaction to which section 351 ap-
plies and the exchange results in S be-
coming a member of the consolidated
group, the applicability of section
357(c) to the exchange must be deter-
mined under § 1.1502–80(d) by treating
the exchange as occurring after the
event; on the other hand, if S is a mem-
ber but has a minority shareholder and
becomes a nonmember as a result of its
redemption of stock with appreciated
property, S’s gain under section 311 is
treated as from a transaction occurring
before the event);

(3) Whether the allocation is incon-
sistent with other requirements under
the Internal Revenue Code (e.g., if a
section 338(g) election is made in con-
nection with a group’s acquisition of S,
the deemed asset sale must take place
before S becomes a member and S’s
gain or loss with respect to its assets
must be taken into account by S as a
nonmember) (but see § 1.338–1(d)); and

(4) Whether other facts exist, such as
a prearranged transaction or multiple
changes in S’s status, indicating that
the transaction is not properly allo-
cable to the portion of S’s day after the
event resulting in S’s change.

(C) Successor corporations. For pur-
poses of this paragraph (b)(1)(ii), any
reference to a corporation includes a
reference to a successor or predecessor
as the context may require. A corpora-
tion is a successor if the basis of its as-
sets is determined, directly or indi-
rectly, in whole or in part, by reference
to the basis of the assets of another
corporation (the predecessor). For ex-
ample, if a member forms S, S is treat-
ed as a member from the beginning of
its existence.

(iii) Group structure changes. If the
common parent ceases to be the com-
mon parent but the group remains in
existence, adjustments must be made
in accordance with the principles of
§ 1.1502–75(d)(2) and (3).

(2) Determination of items included in
separate and consolidated returns—(i) In
general. The returns for the years that
end and begin with S becoming (or
ceasing to be) a member are separate
tax years for all Federal income tax
purposes. The returns are subject to
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the rules of the Internal Revenue Code
applicable to short periods, as if S
ceased to exist on becoming a member
(or first existed on becoming a non-
member). For example, cost recovery
deductions under section 168 must be
allocated for short periods. On the
other hand, annualization under sec-
tion 443 is not required of S solely be-
cause it has a short year as a result of
becoming a member. (Similarly, sec-
tion 443 applies with respect to a con-
solidated return only to the extent
that the group’s return is for a short
period and section 443 applies without
taking this paragraph (b) into ac-
count.)

(ii) Ratable allocation of a year’s
items—(A) Application. Although the
periods ending and beginning with S’s
change in status are different tax
years, items (other than extraordinary
items) may be ratably allocated be-
tween the periods if—

(1) S is not required to change its an-
nual accounting period or its method of
accounting as a result of its change in
status (e.g., because its stock is sold
between consolidated groups that have
the same annual accounting periods);
and

(2) An irrevocable ratable allocation
election is made under paragraph
(b)(2)(ii)(D) of this section.

(B) General rule—(1) Allocation within
original year. Under a ratable allocation
election, paragraph (b)(2) of this sec-
tion applies by allocating to each day
of S’s original year (S’s tax year deter-
mined without taking this section into
account) an equal portion of S’s items
taken into account in the original
year, except that extraordinary items
must be allocated to the day that they
are taken into account. All persons af-
fected by the election must take into
account S’s extraordinary items and
the ratable allocation of S’s remaining
items in a manner consistent with the
election.

(2) Items to be allocated. Under ratable
allocation, the items to be allocated
and their timing, location, character,
and source are generally determined by
treating the original year as a single
tax year, and the items are not subject
to the rules of the Internal Revenue
Code applicable to short periods (unless
the original year is a short period).

However, the years ending and begin-
ning with S’s change in status are
treated as different tax years (and as
short periods) with respect to any item
carried to or from these years (e.g., a
net operating loss carried under sec-
tion 172) and with respect to the appli-
cation of section 481.

(3) Multiple applications. If this para-
graph (b) applies more than once with
respect to an original year, adjust-
ments must be made in accordance
with the principles of this paragraph
(b). For example, if S becomes a mem-
ber of two different consolidated
groups during the same original year
and ratable allocation is elected with
respect to both groups, ratable alloca-
tion is generally determined for both
groups by treating the original year as
a single tax year; however, if ratable
allocation is elected only with respect
to the first group, the ratable alloca-
tion is determined by treating the
original year as a short period that
does not include the period that S is a
member of the second group. Ratable
allocation is not a method of account-
ing, and ratable allocation with respect
to one application of this paragraph (b)
to S does not require ratable allocation
to be subsequently applied with respect
to S.

(C) Extraordinary items. An extraor-
dinary item is—

(1) Any item from the disposition or
abandonment of a capital asset as de-
fined in section 1221 (determined with-
out the application of any other rules
of law);

(2) Any item from the disposition or
abandonment of property used in a
trade or business as defined in section
1231(b) (determined without the appli-
cation of any holding period require-
ment);

(3) Any item from the disposition or
abandonment of an asset described in
section 1221(1), (3), (4), or (5), if substan-
tially all the assets in the same cat-
egory from the same trade or business
are disposed of or abandoned in one
transaction (or series of related trans-
actions);

(4) Any item from assets disposed of
in an applicable asset acquisition under
section 1060(c);

(5) Any item carried to or from any
portion of the original year (e.g., a net
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operating loss carried under section
172), and any section 481(a) adjustment;

(6) The effects of any change in ac-
counting method initiated by the filing
of the appropriate form after S’s
change in status;

(7) Any item from the discharge or
retirement of indebtedness (e.g., can-
cellation of indebtedness income or a
deduction for retirement at a pre-
mium);

(8) Any item from the settlement of a
tort or similar third-party liability;

(9) Any compensation-related deduc-
tion in connection with S’s change in
status (including, for example, deduc-
tions from bonus, severance, and op-
tion cancellation payments made in
connection with S’s change in status);

(10) Any dividend income from a non-
member that S controls within the
meaning of section 304 at the time the
dividend is taken into account;

(11) Any deemed income inclusion
from a foreign corporation, or any de-
ferred tax amount on an excess dis-
tribution from a passive foreign invest-
ment company under section 1291;

(12) Any interest expense allocable
under section 172(h) to a corporate eq-
uity reduction transaction causing this
paragraph (b) to apply;

(13) Any credit, to the extent it arises
from activities or items that are not
ratably allocated (e.g., the rehabilita-
tion credit under section 47, which is
based on placement in service); and

(14) Any item which, in the opinion of
the Commissioner, would, if ratably al-
located, result in a substantial distor-
tion of income in any consolidated re-
turn or separate return in which the
item is included.

(D) Election. The election to ratably
allocate items under this paragraph
(b)(2)(ii) must be made in a separate
statement entitled ‘‘THIS IS AN
ELECTION UNDER § 1.1502–76(b)(2)(ii)
TO RATABLY ALLOCATE THE
YEAR’S ITEMS OF [insert name and
employer identification number of the
member].’’ The statement must be
signed by the member and by the com-
mon parent of each affected group, and
must be filed with the returns includ-
ing the items for the year’s ending and
beginning with S’s change in status. If
two or more members of the same con-
solidated group, as a consequence of

the same plan or arrangement, cease to
be members of that group and remain
affiliated as members of another con-
solidated group, an election under this
paragraph (b)(2)(ii)(D) may be made
only if it is made by each such mem-
ber. The statement must provide all of
the following:

(1) Identify the extraordinary items,
their amounts, and the separate or con-
solidated returns in which they are in-
cluded.

(2) Identify the aggregate amount to
be ratably allocated, and the portion of
the amount included in the separate
and consolidated returns.

(3) Include the name and employer
identification number of the common
parent (if any) of each group that must
take the items into account.

(iii) Ratable allocation of a month’s
items. If ratable allocation under para-
graph (b)(2)(ii) of this section is not
elected (e.g., because S is required to
change its annual accounting period),
this paragraph (b)(2)(iii) may be ap-
plied to ratably allocate only S’s items
taken into account in the month of its
change in status, but only if the alloca-
tion is consistently applied by all af-
fected persons. The ratable allocation
is made by applying the principles of
paragraph (b)(2)(ii) of this section
under any reasonable method. For ex-
ample, S may close its books both at
the end of the preceding month and at
the end of the month of the change,
and allocate only its items (other than
extraordinary items) from the month
of the change. See paragraph
(b)(1)(ii)(B) of this section for factors
to be considered in determining wheth-
er the method is reasonable.

(iv) Taxes. To the extent properly
taken into account during the mem-
ber’s tax year (determined without the
application of this paragraph (b)), Fed-
eral, state, local, and foreign taxes are
allocated under paragraph (b)(2) of this
section on the basis of the items or ac-
tivities to which the taxes relate.
Thus, income tax is allocated based on
the inclusion of the income (deter-
mined under the principles of this para-
graph (b)) to which the tax relates. For
example, if a calendar-year domestic
corporation has $100 of foreign source
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dividend income (determined in accord-
ance with United States tax account-
ing principles but without taking this
paragraph (b) into account) that is pas-
sive income for purposes of section 904,
and $60 of the income is allocated
under this paragraph (b) to the period
of the calendar year after it becomes a
member of a consolidated group, then
60% of the corporation’s deemed paid
foreign tax credit associated with its
dividend income for the calendar year
is taken into account in computing the
group’s passive basket consolidated
foreign tax credit. Similarly, property
taxes relate to the ownership of prop-
erty and are allocated over the period
that the property is owned. This para-
graph (b)(2)(iv) applies without regard
to any determination or allocation by
another taxing jurisdiction.

(v) Acquisition of S corporation. If a
corporation is acquired in a trans-
action to which paragraph
(b)(1)(ii)(A)(2) of this section applies,
then paragraphs (b)(2)(ii) and (iii) of
this section do not apply and items of
income, gain, loss, deduction, and cred-
it are assigned to each short taxable
year on the basis of the corporation’s
normal method of accounting as deter-
mined under section 446. This para-
graph (b)(2)(v) applies to transactions
occurring after November 10, 1999.

(vi) Passthrough entities—(A) In gen-
eral. If S is a partner in a partnership
or an owner of a similar interest with
respect to which items of the entity
are taken into account by S, S is treat-
ed, solely for purposes of determining
the year to which the entity’s items
are allocated under paragraph (b)(2) of
this section, as selling or exchanging
its entire interest in the entity imme-
diately before S’s change in status.

(B) Treatment as a conduit. For pur-
poses of this paragraph (b)(2), if a mem-
ber (together with other members)
would be treated under section 318(a)(2)
as owning an aggregate of at least 50%
of any stock owned by the passthrough
entity, the method that is used to de-
termine the inclusion of the entity’s
items in the consolidated or separate
return must be the same method that
is used to determine the inclusion of
the member’s items in the consolidated
or separate return.

(C) Exception for certain foreign enti-
ties. This paragraph (b)(2)(v) does not
apply to any foreign corporation gener-
ating the deemed inclusion of income,
or to any passive foreign investment
company generating a deferred tax
amount on an excess distribution under
section 1291.

(3) Anti-avoidance rule. If any person
acts with a principal purpose contrary
to the purposes of this paragraph (b),
to substantially reduce the Federal in-
come tax liability of any person, ad-
justments must be made as necessary
to carry out the purposes of this sec-
tion.

(4) Determination of due date for sepa-
rate return. Paragraph (c) of this sec-
tion contains rules for the filing of the
separate return referred to in this
paragraph (b). In applying paragraph
(c) of this section, the due date for the
filing of S’s separate return shall also
be determined without regard to the
ending of the tax year under paragraph
(b)(1)(ii) of this section or the deemed
cessation of its existence under para-
graph (b)(2)(i) of this section.

(5) Examples. For purposes of the ex-
amples in this paragraph (b), unless
otherwise stated, P and X are common
parents of calendar-year consolidated
groups, P owns all of the only class of
T’s stock, T owns no stock of lower-
tier members, all persons use the ac-
crual method of accounting, the facts
set forth the only corporate activity,
all transactions are between unrelated
persons, tax liabilities are disregarded,
and any election required under para-
graph (b)(2) of this section is properly
made. The principles of this paragraph
(b) are illustrated by the following ex-
amples.

Example 1. Items allocated between consoli-
dated and separate returns. (a) Facts. P and S
are the only members of the P group. P sells
all of S’s stock to individual A on June 30,
and therefore S becomes a nonmember on
July 1 of Year 2.

(b) Analysis. Under paragraph (b)(1) of this
section, the P group’s consolidated return
for Year 2 includes P’s income for the entire
tax year and S’s income for the period from
January 1 to June 30, and S must file a sepa-
rate return for the period from July 1 to De-
cember 31.

(c) Acquisition of another subsidiary before
end of tax year. The facts are the same as in
paragraph (a) of this Example 1, except that
on July 31 P acquires all the stock of T
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(which filed a separate return for its year
ending on November 30 of Year 1) and T
therefore becomes a member on August 1 of
Year 2. Under § 1.1502–75(d) and paragraph
(b)(1) of this section, the P group’s consoli-
dated return for Year 2 includes P’s income
for the entire year, S’s income from January
1 to June 30, and T’s income from August 1
to December 31. S must file a separate return
that includes its income from July 1 to De-
cember 31, and T must file a separate return
that includes its income from December 1 of
Year 1 to July 31 of Year 2. (If P had acquired
T after December 31, the P group that in-
cluded S is a different group from the P
group that includes T, and, for example, the
P group that includes T must make a sepa-
rate election under section 1501 and § 1.1502–
75 if consolidated returns are to be filed.)

Example 2. Group structure change. (a) Facts.
P owns all of the stock of S and T. Shortly
after the beginning of Year 1, P merges into
T in a reorganization described in section
368(a)(1)(A) (and in section 368(a)(1)(D)), and
P’s shareholders receive T’s stock in ex-
change for all of P’s stock. The P group is
treated under § 1.1502–75(d)(2)(ii) as remaining
in existence with T as its common parent.

(b) Analysis. Under paragraph (b)(1) of this
section, the P group’s return must include
the common parent’s items for the entire
consolidated return year and, if the common
parent ceases to be the common parent but
the group remains in existence, appropriate
adjustments must be made. Consequently,
although P did not exist for all of Year 1, P’s
items for the portion of Year 1 ending with
the merger are treated as the items of the
common parent that must be included in the
P group’s return for Year 1.

(c) Reverse acquisition. Assume instead that
X acquires all of P’s assets in exchange for
more than 50% of X’s stock in a reorganiza-
tion described in section 368(a)(1)(D). The re-
organization constitutes a reverse acquisi-
tion under § 1.1502–75(d)(3), with the X group
terminating and the P group surviving with
X as its common parent. Consequently, P’s
items for the portion of Year 1 ending with
the acquisition are treated as the items of
the common parent that must be included in
the P group’s return for Year 1, and X’s
items are treated for purposes of paragraph
(b)(1) of this section as the items of a sub-
sidiary included in the P group’s return for
the portion of Year 1 for which X is a mem-
ber.

Example 3. Ratable allocation. (a) Facts. P
sells all of T’s stock to X, and T becomes a
nonmember on July 1 of Year 1. T engages in
the production and sale of merchandise
throughout Year 1 and is required to use in-
ventories. The sale is treated as causing T’s
tax year to end on June 30, and the periods
beginning and ending with the sale are treat-
ed as two tax years for Federal income tax
purposes.

(b) Analysis. If ratable allocation under
paragraph (b)(2)(ii) of this section is not
elected, T must perform an inventory valu-
ation as of the acquisition and also as of the
end of Year 1. If ratable allocation is elected,
T must perform an inventory valuation only
as of the close of Year 1, and T’s income from
inventory is ratably allocated, along with
T’s other items that are not extraordinary
items, between the P and X consolidated re-
turns.

(c) Merger into nonmember. Assume instead
that T merges into a wholly owned sub-
sidiary of X in a reorganization described in
section 368(a)(2)(D), and P receives 10% of X’s
stock in exchange for all of T’s stock. Under
paragraph (b)(2)(ii)(B) of this section, be-
cause T’s tax year ends on June 30 under sec-
tion 381(b)(1), T’s original year determined
without taking paragraph (b) of this section
into account also ends on June 30. Con-
sequently, a ratable allocation under para-
graph (b)(2)(ii) of this section is the same as
an allocation based on closing the books.

Example 4. Net operating loss. P sells all of
T’s stock to X, T becomes a nonmember on
June 30 of Year 1, and ratable allocation
under paragraph (b)(2)(ii) of this section is
elected. Under ratable allocation, the X
group has a $100 consolidated net operating
loss for Year 1, all of which is attributable to
T. However, because of extraordinary items,
T has $100 of income for the portion of Year
1 that T is a member of the P group. Under
paragraph (b)(2)(ii)(B)(2) of this section, T’s
loss may be carried back from the X group to
the portion of Year 1 that T was a member of
the P group. See also section 172 and § 1.1502–
21(b). Under paragraph (b)(2)(ii)(C)(5) of this
section, any item carried to or from any por-
tion of the original year is an extraordinary
item, and the loss therefore is not taken into
account again in determining the ratable al-
location under paragraph (b)(2)(ii) of this
section.

Example 5. Employee benefit plans. (a) Facts.
P sells all of T’s stock to X, and T becomes
a nonmember on June 30 of Year 1. On March
15 of Year 2, T contributes $100 to its retire-
ment plan, which is a qualified plan under
section 401(a). T is not required to make
quarterly contributions to the plan for Year
1 under section 412(m). The contribution is
made on account of T’s taxable period begin-
ning on July 1 of Year 1, and is deemed in ac-
cordance with section 404(a)(6) to have been
made on the last day of T’s taxable period
beginning on July 1 of Year 1. Ratable allo-
cation under paragraph (b)(2)(ii) of this sec-
tion is not elected.

(b) Analysis. Under paragraph (b) of this
section, the sale is treated as causing T’s tax
year to end on June 30, and the period begin-
ning on July 1 is treated as a separate an-
nual accounting period for all Federal in-
come tax purposes. T’s income from January
1 to June 30 is included in the P group’s Year
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1 return, and T’s income from July 1 to De-
cember 31 is included in the X group’s Year
1 return. Thus, the $100 contribution is de-
ductible by T for the period of Year 1 that it
is a member of the X group, subject to the
applicable limitations of section 404, if a con-
tribution on the last day of that period
would otherwise be deductible.

(c) The facts are the same as in paragraph
(a) of this Example 5, except that, in accord-
ance with section 404(a)(6), $40 of the $100
contribution is made on account of T’s tax-
able period beginning on January 1 of Year 1
and is deemed to be made on the last day of
T’s taxable period beginning on January 1 of
Year 1. The remaining $60 is made on ac-
count of T’s taxable period beginning on
July 1 of Year 1 and is deemed to be made on
the last day of T’s taxable period beginning
on July 1 of Year 1. As in paragraph (b) of
this Example 5, under paragraph (b) of this
section, the sale is treated as causing T’s tax
year to end on June 30, and the period begin-
ning on July 1 is treated as a separate an-
nual accounting period for all Federal in-
come tax purposes. The $40 portion of the
contribution is deductible by T for the period
of Year 1 that it is a member of the P group,
subject to the applicable limitations of sec-
tion 404 and provided that a $40 contribution
on the last day of that period would other-
wise be deductible for that period, and the
$60 portion is deductible by T for the period
of Year 1 that it is a member of the X group,
subject to the same conditions.

(d) Ratable allocation. The facts are the
same as in paragraph (a) of this Example 5,
except that P, T, and X elect ratable alloca-
tion under paragraph (b)(2)(ii) of this section
and T’s deduction for the retirement plan
contribution is not an extraordinary item.
T’s deduction may be ratably allocated, sub-
ject to the applicable limitations of section
404, and is allowable only if a contribution
on the last day of Year 1 otherwise would be
deductible for any period in the year. (The
results would be the same if S were an unaf-
filiated corporation when acquired by X, and
the due date of its last separate return (in-
cluding extensions) were before the pension
contribution was made on March 15 of Year
2.)

Example 6. Allocation of partnership items.
(a) Facts. P sells all of T’s stock to X, and T
becomes a nonmember on June 30 of Year 1.
T has a 10% interest in the capital and prof-
its of a calendar-year partnership.

(b) Analysis. Under paragraph (b)(2)(vi)(A)
of this section, T is treated, solely for pur-
poses of determining T’s tax year in which
the partnership’s items are included, as sell-
ing or exchanging its entire interest in the
partnership as of P’s sale of T’s stock. Thus,
the deemed disposition is not taken into ac-
count under section 708, it does not result in
gain or loss being recognized by T, and T’s
holding period is unaffected. However, under

section 706(a), in determining T’s income, T
is required to include its distributive share
of partnership items for the partnership’s
year ending within or with T’s tax year.
Under section 706(c)(2), the partnership’s tax
year is treated as closing with respect to T
for this purpose as of P’s sale of T’s stock.
The allocation of T’s distributive share of
partnership items must be made under
§ 1.706–1(c)(2)(ii).

(c) Controlled partnership. The facts are the
same as in paragraph (a) of this Example 6,
except that T has a 75% interest in the cap-
ital and profits of the partnership. Under
paragraph (b)(2)(vi)(B) of this section, T’s
distributive share of the partnership items is
treated as T’s items for purposes of para-
graph (b)(2) of this section. Thus, if ratable
allocation under paragraph (b)(2)(ii) of this
section is not elected, T’s distributive share
of the partnership’s items must be deter-
mined under § 1.706–1(c)(2)(ii) by an interim
closing of the partnership’s books. Similarly,
if ratable allocation is elected for T’s items
that are not extraordinary items, T’s dis-
tributive share of the partnership’s non-
extraordinary items must also be ratably al-
located under § 1.706–1(c)(2)(ii).

Example 7. Acquisition of S corporation. (a)
Facts. Z is a small business corporation for
which an election under section 1362(a) was
in effect at all times since Year 1. At all
times, Z had only 100 shares of stock out-
standing, all of which were owned by indi-
vidual A. On July 1 of Year 3, P acquired all
of the Z stock. P does not make an election
under section 338(g) with respect to its pur-
chase of the Z stock.

(b) Analysis. As a result of P’s acquisition
of the Z stock, Z’s election under section
1362(a) terminates. See sections 1361(b)(1)(B)
and 1362(d)(2). Z is required to join in the fil-
ing of the P consolidated return. See § 1.1502–
75. Z’s tax year ends for all Federal income
tax purposes on June 30 of Year 3. If no ex-
tension of time is sought, Z must file a sepa-
rate return for the period from January 1
through June 30 of Year 3 on or before March
15 of Year 4. See paragraph (b)(4) of this sec-
tion. Z will become a member of the P con-
solidated group as of July 1 of Year 3. See
paragraph (b)(1)(ii)(A)(2) of this section. P
group’s Year 3 consolidated return will in-
clude Z’s items from July 1 to December 31
of Year 3.

(6) Effective date—(i) General rule. Ex-
cept as provided in paragraphs (b)(1)(ii)
(A)(2) and (b)(2)(v) of this section, this
paragraph (b) applies to corporations
becoming or ceasing to be members of
consolidated groups on or after Janu-
ary 1, 1995.

(ii) Prior law. For prior transactions,
see prior regulations under section 1502

VerDate 11<MAY>2000 00:06 Apr 13, 2001 Jkt 194091 PO 00000 Frm 00437 Fmt 8010 Sfmt 8010 Y:\SGML\194091T.XXX pfrm06 PsN: 194091T



438

26 CFR Ch. I (4–1–01 Edition)§ 1.1502–76

as in effect with respect to the trans-
action. See, e.g., § 1.1502–76(b) and (d) as
contained in the 26 CFR part 1 edition
revised as of April 1, 1994. However,
§ 1.1502–76(b)(5) and (6) as contained in
the 26 CFR part 1 edition revised as of
April 1, 1994 do not apply with respect
to corporations becoming or ceasing to
be members of consolidated groups on
or after January 1, 1995. If both this
paragraph (b) and prior law may apply
to determine the inclusion of any
amount in a return, appropriate adjust-
ments must be made to prevent the
omission or duplication of the amount.

(c) Time for making separate returns for
periods not included in consolidated re-
turn—(1) Consolidated return filed by due
date for separate return. If the group has
filed a consolidated return on or before
the due date for the filing of a subsidi-
ary’s separate return (including exten-
sions of time and determined without
regard to any change of its taxable
year required under paragraph (a) of
this section), then the separate return
for any portion of the subsidiary’s tax-
able year for which its income is not
included in the consolidated return of
the group must be filed no later than
the due date of such consolidated re-
turn (including extensions of time).

(2) Consolidated return not filed by due
date for separate return. If the group has
not filed a consolidated return on or
before the due date for the filing of a
subsidiary corporation’s separate re-
turn (including extensions of time and
determined without regard to any
change of its taxable year required
under paragraph (a) of this section),
then on or before such due date such
subsidiary shall file a separate return
either for the portion of its taxable
year for which its income would not be
included in a consolidated return if
such a return were filed, or for its com-
plete taxable year. However, if a sepa-
rate return is filed for such portion of
its taxable year and the group subse-
quently does not file a consolidated re-
turn, such subsidiary corporation shall
file a substituted return for its com-
plete taxable year not later than the
due date (including extensions of time)
prescribed for the filing of the common
parent’s return. On the other hand, if
the return is filed for the subsidiary’s
complete taxable year and the group

later files a consolidated return, such
subsidiary must file an amended return
not later than the due date (including
extensions of time) for the filing of the
consolidated return of the group. Such
amended return shall be for that por-
tion of such subsidiary’s taxable year
which is not included in the consoli-
dated return. If, under this subpara-
graph, a substituted return must be
filed, then the return previously filed
shall not be considered a return within
the meaning of section 6011. If, under
this subparagraph, a substituted or
amended return must be filed, then, for
purposes of sections 6513(a) and 6601(a),
the last date prescribed for payment of
tax shall be the due date (not including
extensions of time) for the filing of the
subsidiary’s separate return (deter-
mined without regard to this subpara-
graph and without regard to any
change of its taxable year required
under paragraph (a) of this section).

(3) Examples. The provisions of this
paragraph may be illustrated by the
following examples:

Example (1). Corporation P, which filed a
separate return for the calendar year 1966,
acquires all of the stock of corporation S as
of the close of December 31, 1966. Corporation
S reports its income on the basis of a fiscal
year ending March 31. On June 15, 1967, the
due date for the filing of a separate return by
S (assuming no extensions of time), a con-
solidated return has not been filed for the
group (P and S). On such date S may either
file a return for the period April 1, 1966,
through December 31, 1966, or it may file a
return for the complete fiscal year ending
March 31, 1967. If S files a return for the
short period ending December 31, 1966, and if
the group elects not to file a consolidated re-
turn for the calendar year 1967, S, on or be-
fore March 15, 1968 (the due date of P’s re-
turn, assuming no extensions of time), must
file a substituted return for the complete fis-
cal year ending March 31, 1967, in lieu of the
return previously filed for the short period.
Interest is computed from June 15, 1967. If,
however, S files a return for the complete
fiscal year ending March 31, 1967, and the
group elects to file a consolidated return for
the calendar year 1967, then S must file an
amended return covering the period from
April 1, 1966, through December 31, 1966, in
lieu of the return previously filed for the
complete fiscal year. Interest is computed
from June 15, 1967.

Example (2). Assume the same facts as in
example (1) except that corporation P ac-
quires all of the stock of corporation S at
the close of September 30, 1967, and that P
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files a consolidated return for the group for
1967 on March 15, 1968 (not having obtained
any extensions of time). Since a consolidated
return has been filed on or before the due
date (June 15, 1968) for the filing of the sepa-
rate return for the taxable year ending
March 31, 1968, the return of S for the short
taxable year beginning April 1, 1967, and end-
ing September 30, 1967, should be filed no
later than March 15, 1968.

[T.D. 6894, 31 FR 11794, Sept. 8, 1966, as
amended by T.D. 7244, 37 FR 28897, Dec. 30,
1972; T.D. 7246, 38 FR 766, Jan. 4, 1973; T.D.
8560, 59 FR 41700, Aug. 15, 1994; T.D. 8560, 62
FR 12098, Mar. 14, 1997; T.D. 8842, 64 FR 61205,
Nov. 10, 1999; T.D. 8858, 65 FR 1237, Jan. 7,
2000; T.D. 8940, 66 FR 9929, 9957, Feb. 13, 2001]

§ 1.1502–77 Common parent agent for
subsidiaries.

(a) Scope of agency of common parent
corporation. The common parent, for all
purposes (other than the making of the
consent required by paragraph (a)(1) of
§ 1.1502–75, the making of an election
under section 936(e), the making of an
election to be treated as a DISC under
§ 1.992–2, and a change of the annual ac-
counting period pursuant to paragraph
(b)(3)(ii) of § 1.991–1) shall be the sole
agent for each subsidiary in the group,
duly authorized to act in its own name
in all matters relating to the tax liabil-
ity for the consolidated return year.
Except as provided in the preceding
sentence, no subsidiary shall have au-
thority to act for or to represent itself
in any such matter. For example, any
election available to a subsidiary cor-
poration in the computation of its
seperate taxable income must be made
by the common parent, as must any
change in an election previously made
by the subsidiary corporation; all cor-
respondence will be carried on directly
with the common parent; the common
parent shall file for all extensions of
time including extensions of time for
payment of tax under section 6164; no-
tices of deficiencies will be mailed only
to the common parent, and the mailing
to the common parent shall be consid-
ered as a mailing to each subsidiary in
the group; notice and demand for pay-
ment of taxes will be given only to the
common parent and such notice and de-
mand will be considered as a notice and
demand to each subsidiary; the com-
mon parent will file petitions and con-
duct proceedings before the Tax Court
of the United States, and any such pe-

tition shall be considered as also hav-
ing been filed by each such subsidiary.
The common parent will file claims for
refund or credit, and any refund will be
made directly to and in the name of
the common parent and will discharge
any liability of the Government in re-
spect thereof to any such subsidiary;
and the common parent in its name
will give waivers, give bonds, and exe-
cute closing agreements, offers in com-
promise, and all other documents, and
any waiver or bond so given, or agree-
ment, offer in compromise, or any
other document so executed, shall be
considered as having also been given or
executed by each such subsidiary. Not-
withstanding the provisions of this
paragraph, any notice of deficiency, in
respect of the tax for a consolidated re-
turn year, will name each corporation
which was a member of the group dur-
ing any part of such period (but a fail-
ure to include the name of any such
member will not affect the validity of
the notice of deficiency as to the other
members); any notice and demand for
payment will name each corporation
which was a member of the group dur-
ing any part of such period (but a fail-
ure to include the name of any such
member will not affect the validity of
the notice and demand as to the other
members); and any levy, any notice of
a lien, or any other proceeding to col-
lect the amount of any assessment,
after the assessment has been made,
will name the corporation from which
such collection is to be made. The pro-
visions of this paragraph shall apply
whether or not a consolidated return is
made for any subsequent year, and
whether or not one or more subsidi-
aries have become or have ceased to be
members of the group at any time.
Notwithstanding the provisions of this
paragraph, the district director may,
upon notifying the common parent,
deal directly with any member of the
group in respect of its liability, in
which event such member shall have
full authority to act for itself.

(b) Notification of deficiency to corpora-
tion which has ceased to be a member of
the group. If a subsidiary has ceased to
be a member of the group and if such
subsidiary files written notice of such
cessation with the district director
with whom the consolidated return is
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